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November 21, 2000

Ms. Magalie Roman Salas
Secretary
Federal Communications Commission
445 Twelfth Street, S. W. - Room TWB-204
Washington, D. C. 20554

Re: Ex arte CC Docket No. 00-217 lication of SBC Communications Inc.
Pursuant to Section 271 ofthe e e mmunications Act of 1996 to Provide In-Region
InterLATA Services in Kansas and Oklahoma

Dear Ms. Salas:

On Monday, November 20, 2000, I was asked by the staffof the Common Carrier Bureau
to submit into the record of the above-eaptioned proceeding a copy of the following report issued
during the Oklahoma state commission's 271 proceeding:

Amended Report and Recommendation of the Administrative Law Judge, Application of
Cox Oklahoma Telecom, Inc., for a Determination ofthe costs of and Permanent Rates
for the Unbundled Network Elements ofSouthwestern Bell Telephone Company, Cause
No. PUD 970000213 (June 30, 1998).

This document is the subject of arguments raised in AT&T's filed comments in this proceeding.
In response to this request a copy of the attached report was provided to Rhonda Lien of the
Bureau's Competitive Pricing Division on Monday, November 20,2000.

Two copies of this Notice are being submitted to the Secretary ofthe FCC in accordance
with Section 1.1206 of the Commission's rules.
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cc: R. Lien - "-'~'d ,..))~ t~ \.: \ il_~r_
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BBFoRB THE CORPORATION COMMISSION OF THE STATB OF

APPLICATION OP COX OKLAHOMA
TELCOM, INC., POR A DBTBRMDlATIQN
OF 'nIE: COSTS OP. ANn PERMANENT'
RA'J'2S 'FOR, 'I'HE UNBUNDLED NE'rWORX
ELEMENTS OP SOOTHWBSTmuf BEIoL
TEL2PHQNE COMPANY.

o+'LED
JUN 30 199B

COURT CLERK'S OfFICE -OKe.
CORPO~T10N COMMlSSI08

Of OKLAHOMA

IN THE MA'l'TBR OP TIm JOINT )
APPLICATION 01' SOO'I'HWES'l'ERN B2LL )
TEL2PHO~ COMPANY AND AT&T )
CO~ICATIOHS OF THB SOUTHWEST, )
INC. FOK. A DETE'RMINA'l'IOU OP COSTS )
Am) PERMAHEN'l' RATBS )"OR CBRTAIN l
SOI11'HWES'l"2RJf B2LL TlttJBPHOHE }
COMPANY SERVICES ) CAUSB NO. POD 970000442

HEARING:

APPEARANCES:

March 9-12. 1998, before the Admini~trative Law 3udge

~ R. Wagner. Rog~r K. Toppins, Michael C. Cavell ~d
Curt M. Long, Attorneys

Southwestern Bell Telephone company
Alistair Dawson. parker Binion and Robert C. Allen,
Attorneys

AT&T Communications of the southlotest, :Inc.
Rick Chamberlain and Jennifer Johns, Attorneys

cox Oklahoma Telcom, Inc.
Ron Comingdeer, Attomey

Chickasaw Telecommunic.tions Services, Inc.,
Dobson Wireless, Inc. and Pioneer LOng Di~tance, Inc.

Fred Gist. ~ttorn~y

Brooks Piber Communications of Oklahoma. Inc. and
Brooks Fiber Communications of Tu18a, Inc.

John W. aray and Cece Coleman, Assistant General COunsel
Public Utility Division, Oklahoma corporation Commission

.AMENDED REPORT AJm RECONMENDM'ION OF THE AOMINIST'RATIVE LAW JUDGE

I. procedural Background

On July 29. 1996, AT~T communications of the southwest, Inc. (AT~T) filed
an ~pplication in Cause No. Pun 960000218 (PUD 96-218) aeeking arbitration of

~ certain unresolved issues regarding an interconnection agreement between ~T~T and
Southwest~rn Bell Telephone Company (SWBT), inclUding the establishment of cost·
based rate::>,

On October 16, 1996. order No. ~06l17 was issued in pun 96-218 bifurcating
.......-/ that proceeding anc1 c1irecting that a separate hearing be schedUled at a later

date to present cost studies and to det.ermine permanent rates for unbundled
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network ele.ents. customer change charges and interim and/or pe~ent number
portability. It QS aho decided that inteX'im rate. for WlOundled network
el~nts and transport and termination of traffic would be decided in the first
portion of the cause and all interill\ rates would be subject to true-up following
CClftI'Ilissicn approval of permanent rates eillta.bli.hed in future hearing. _ 'l'he
COdmission issued its Order Regarding Unresolved l ••ues, order NO. 407704, in
PUD-218 on Dec~er 12, 19t6.

On April 8, 199'1, AT'-T filed an application in cause No. POD 910000175
(POD-17S) with an arbitration agreement and _tr~ attached cotlt.aining' tba tems
of the agt'eelllen.t which it alleged remained in dispute. AT&.'t requested that the
Commission refer the matter to an Arbitrator to resolve all outstanding issues
co~tained witbin tb4·lnt.rcann.~tlanAgreement &114 M&tTi~, iDcludinq dispute.
regarding rates for certain service. • Thereafter, the parties agreed to a
procedural schedule which would result in a CcDaIai••ion order resol'V'iDg all
outstanding disputes and Which would be applicable in both PlJI)-211 and PU!)-1'75
with a final interconnection agreement to be filed thereafter.

On JUne 30, 1997. the commission, in Order No. 413109. adopted the
Arbit:rllto~'8 rulings in POD 96-218 and POD 97-175, including bis recammendat.ion
to adopt certain interim rates, pending the establishment of permanent rates in
a later proceeding. Sublllequently. on JUly 18, 1997, swaT and AT&T joinUy filed
the final interconnection agreement which was approved by the Commission in Order
No. 4l5164, dated August lB. 1997.

on May 2, 199', Cox Oklahoma Telcom, Inc. (COx) filed an Application in
Cause NO. PUC '70000213 (POD 97-213) for a Determination of the Costs of and
Permanent Rates for the Unbundled Network Elernents of southwestern Bell.
Thereafter. SWBT and AT&T agreed to incorporilte the second part of POD 96-218 in
which rates were initia.lly to be determined into POD 97-213 for tne determination
of costs of and permanent rates for 'WBT'S ONKs, The following parties
subsequen~ly intervened in this docket: Pioneer Long pistance, %nc. (Pioneer),
Chickasaw Telecommunications services, Inc.(Ch1c~asaw), Dobson Wireleg~. Inc.
(Dobson), MCl: 'l'e1ecOllVllUllications corporation (He:I), the Attorney c.eneral, Brooks
Fiber Communications of Oklahoma, Inc. and Drooka Fiber COIIIIn\U1i<:ations of Tulsa,
Inc. (Brooksl. However, MCl withdrew from the caUse on Janua%)' 6, 1998, and the
Attorney General did not actively participate in the docket.

-on Septetaher 23, 1997, SWBT and AT&T filed a Joitlt Application in Cause No.
PUC 970000442 (POD 97-442) for a deteJ:'mination of the co.ts of and pe~ent

rates for c~rtain Southwestern B~ll service. other than those UNEa for vhicb
permanent rates were to be establhhed in POD 97-213, Thereafter, MCl, Brooks.
the Attorney General, Chickasaw. Dobson. cox and ?ioneer intervened in POD 97­
442. However, pursuant to Order NO. 418669, dated Decel'llber 10, 1991, the
Conwission granted SwaT' 8 Motion for a. Deteminaticn of :Intervenors' tights,
finding that the intervenors' rights to participate in POD '7·442 should b.
govened by the same rules and procedure. established for intervenors in PUP g6·
~18.' since PUD 97-.4~ w.s a continuation of the bifurcated POD 9G-218

1 In POD 96·218, che Attorney General and the Public Utility Division were
permitted to intervene as parties, with the right. to present testimony and

·2-
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proceeding. Subsequently. Me! withdrew from the cauae on January ,.. 1998, and
~he Attorney General did not actively pa~tic!pate in the docket.

Hearings coaunenc:ed on March 9. 199B. At the J:)eginning ot the hea%'ing.
Staff coun~el announced that it ~ reached a nonunan~u. atipulation with cox
in POD 97-213 regarding proposed rates for ONEs. SWBT announced that although
it was not supporting the stipulation, it would DOt oppoae it or .ppeal a
conauission order that adopted the stipulation in toto. Stan: counsel also
&1'UlOW\ced a nonunaniJaous .tipulation in POD 97-442. Iogain. SWBT anDOWlced that
it vas not supporting the stipulation, but would not oppose it or appeal a
Commissi~ order adopting the proposed rat.. contained in the stipulation in
t:ot:o.

On Apri). 14, 1'98, in Order Ho. 422255, the cClIlllDis.ion directed. the ALJ to
regpen the record for tbe 8Ubmission of stricken telitiJaony and exhibits that had
been prefUed by Staff's consultants, Liberty ConaultiJlg. Following the
aubmissiOD of this evidence, interested puties ...ere peX1ftitted to file brief. and
affidavits regarding ~ iq)act of the lntroducUOP of L1b8rty's testimony in the
record in ~his proceeding.

At the hearing, the pareiee presented their respective ~itnesses. wh05e
testimony i~ summarized as tolloW51

lZ. summary of EVidence

A. Soutbwe.tern Bell's Direet aDd Rebuttal Evidence and Testimony

1. Kichael Au!n!)auh

In his direct testimony in POD 91-21) ~T wi~ne•• Michael c. AuiDbauh
tes~ifi.d that he i5 Director--Mholesale Marketing/Regulatory Suppor~ tor swaT's
Wholesale Marketing organizat.ion. In his testimony, he addressed the SWDT' 51

proposed prices for a number of unbUndled network ele~ent. (URBs) including
Switching, Common Transport and Signaling. He also described each mm, the
associated rate elements, and the pricing methodology.

Nt'. Auinbauh referred to the cost and pricing standards estaDlished boy this
commi§sion for setting ONE rates. To determine pricea that ca.ply witb these
Commission requiremente, SWBT conducted forward-looking econo~c cost studies
using forward-looking long run incr.~ental coat. (LaIC) for the OHBs presented
by Mr _ Auinbauh. In addiHon, SOT developed a cOJ1lIIIOn cost alloc_tox- that
results in a reasonable allocation of common costs to each UMB.

Based on testimony presented by Bruce Sparling, Mr. Auinbauh proposed a
rate design that is based on three separate geograpbic :ones to recogni~e that
cost.s vary geographically across the stat.. SWBT's forward-looking ecoaoadc cost
studiee for ONE. were ~onducted as to theee three ~ones so that unbundlea prices
could be developed on a geographically de-averaged basis. Of the ONE prices

evidence and eross-examine witnesses. The particiation of other intervenors ~as

l~mited to attendance a~ the hearing, access to mAterial~ filed in the case and
the fi1ig of written statements ot position.

-3-



11/20/00 09:51
NO. 003 005

presented by Mr. AuinbaUh, d18Qernable geographically-based cast d1fferenell~ were
found only as to local switching, analog line ports and common transport.

Testimony in tbi. proceeding submitted by Barbara Smith (including the
testimony of Linda Robey that MB. smith adopted) and Barry Moore icJen~1fied

recurring and nont'ecurring VNE costs. SM'BT proposed rates to recover each cost
lIeparately a8 recurring or oop-ree:urring prices. These witness•• al&O identified
both monehly recurring coste aDd uaage sensitive costa. SNB't prapolled rat•• that
will recover tbe,. cost. in the manner in .,hich each is incurred: montbly
recurring priQes to recover ~thly recurring costs and ~8age 8eDBiti~e prices
to recover usage sensitive costs.

Generally, SWHT'. pruposed UNB r~te. wu-e d.vp.loped ~y.t (i) rmmding tbe
results of these witnesses' forward-looking econQlllic COilt results;
(ii) allocating cOllllftOn costs to the nearest $.05 for IIODthly recurrinw and
nonrecurring charg•• , -.nd. (iii) truncating the forwUd-loolting economic coat
results at the si~th decimal place for elements Charged on • per minute-of-u.e
(MOO) bash. This r:ate proposal gives SWBT an opportunity to .arn a reason&ble
profit.

Mr. Aninbauh'. testimony described the folloliing mm related charges:

-----0.:

•
•..
..
•
•
•
•
•
•

Local Switcl1ing;
Call Blocking and Screening:
Customized Routing;
Port ChArge Per Montb;
Feature Activation per Port Type;
Centrex-l1ke System Charges;
Tand.. Switching;
common Transport;
S57 Linke - Crc8S Connects: and
t1nbundled signaling.

i ..'--/.

Mr. Auinbauh described how N.Ch of those ONE related prices W&8 de~e:mdned.

The chart attached as EXhibit A summarizes the&e pricing methodologies. The
chart attached as Exhibit B lists the prices prcpoee~ by SWBT for all ONEs; those
prices sponsored by Mr. Auinbauh are shaded.

- In his r:ebuttal testinlony in POD 97-213 and 97--142, Mr. AuiDbauh
s~ari~ed the process under which the parties present cost information for the
determination of prices in these dockets. He then discussed tbe IYjor flaws in
the cost calCUlations of the CLECs.

All the parties proposed prices that are calculated fro~ a unit cost.
These prices are derived by multiplying a unit cost by a commoSl cost allocation
factor. The differences in the presentations of the parties arise because the
CLECs have based their calculations on their own theories about unit coats and
common costs. These are the fundamental di!ferences betwee~ tbe two approaches.

CLEcs ASsume a -Fantasy Network~

The CLEC$ have assumed that SWDT prices should be based on the costs of a
theoret-ical. totally new network that d~s not exist today_ SWBT's cost

-4-
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witnesses demonstrated that the cost. presented by the CLBCs are inadequ4~e to
eover those eosts associated with SWBT' B e:ltisting network. The CLECII claim that
SWBT should be required to provide UDbundled access at prices based CD the cost
ot an UJ'Ibuilt, ailUperior" network. However, those prices would Dot allow $WBT
the opportunity to recover its costs.

'l'he prices proposed by the CLECs would aceordiogly violate the at.andarda
of the TelecQftllllWlicatioftS Act and the Coaai.doD rule.. The COGniss1cm has
established a colllt atand.ard based on LaIC, but this standard ca.na.ot be
interpreted to mean that eosts may be based op a speculative, fant.asy utworJc.
that aoes Dot exist today. In Iowa utilities Board v. FCC, 120 F. 3M 753 at 813
(QtIl Cir. 1997). the court specifically beld that unbundled access is to be ba.ed
on SWBT's existing networ~. Tnere'uLe, the p~icca for the•• p.lemants must: be
likewise based on SQ'l". existing network. Ignoring this, the CLECs demand not
only that prices be based on costs of all nev. highly sophi.tieated .Y8t~, but
that the CoImn!SSiOD provide no opportunity for SOT to recover the coats of
developing such systems.

Combination of Elements

The CLECs (and particularly AT&T) a180 seek to require SWBT to p~ovid.

elements in Combination. Tbi. propo~al seeks to relitigate issues preViously
d.ecided by this Commission and i. at o4ds with the provisions of the
Telecommunications Act and the decision in Iowa Utilities Board v. FCC. In its
Order No. 413709 issued on June 30, 1"7, in the second AT&T arbit~ation (Caua.
Nos. pun 96-218 and 97-175), the commission rejected the call for combined UNEs.
Nevertheless, that call h now presented again here. Pervasive in the C'1.EC' cost
proposals is the assumption that SWBT will provide network elements on a combined
basis. The CLECs' proposal is therefore a collate~al attack on the Commi••ion's
prio~ orde~.

The CLECs claim that lower prices could be achieved by assuming that SWBT
will do the combining of network elements for the CLECs aPd that in doing 80,

could use t.he OSS that SWBT uses to provide bun4l~d l"etail ••rvicea. Mr.
A~inbauh gave examples of how this claim is ba8ed on invalid assumptions that
sWBT will not have to do work to deliver: network eleme.nu to CLECs iUU1 that
tecMolcgy is available on the network to avoid thi.& work. In any event, the
proposals of the CLEC. that SwaT be required to combine elements are in direct
conf!!ct with the Telecommunications Act, tbe Eighth cireuit'8 decision
interpreting tbeAot and this commission'S previous decision in the second. AT&T
arbitration.

Mechanized Service orders

Nr. Auinbauh alBO explained bow SWBT is willing to accept (for ~he term of
the CLEes' agreements) the $5 price for Mechanized Service Orders proposed by
AT~T in the initial AT'T arbitration. ~lthough SNBT has c~tted to
implementing the mechanized oss interfaces that Ms. Ham de8cribed in her
testimony, those interfaces will not eliminate all manual iotervention by SKaT
employe.5. Although these systems are designed to provide efficient handling of
service orders. service order$ will not flow through SwaT'S provisioning system
at the 96\ level assumed by Mr. Segura and adopted by the Liberty witnessBs.
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Mr. Auinbauh poi.nted out that charges proposed for global t.icle
translations and STP point ccx1e additions would apply only wheu thoae items bave
been requested by a cue.

SWOT's per~cal1 SS7 .ignaling charge 1s necesaBry beca~.e swar'8 .ys~em

cannot recogni:&e or lIIeASIure separate 887 usage by a CLDC custQlUr \lSing nnbtmdl ed
switching. Consequently, SWB'l' proposes to bill SS7 signaling OD a pel'-call
basis.

Shifting -Requesting Ca~rier· Responsibility to SWBT

Botb the Telecc.unicaticm. Act and the prior decision of this CDIIIIIli&siou
in the second" AT&T arbitration require CLECs to identify the elements or service

-.../ that they seek from SWB'l'. Contrary to this, AT.T 8eeka to expan4 this cost
docket to include a comprehensive set of prices for all network elements that
either have been ordered or IlU.ght be ordered in the future. SlfBT C&IUlOt be
required to anticipate all possible CLEC requ••ts and to present prices now for
what might be requested in the future. Rather, the requirement to iden~i.fy items
for inclusion under an Interconnection Agreement ralls squarely with tbe
requesting carrier and cannot be shi~ted to SWST.

Swmnary of Crosa·ExaJlli.nation of Kichael C. Auinbauh

Mr. 1u1inbauh of SWBT testified concerning the rates ~ei.ng proposed by SWElT
in. these dockets. In addition. Mr. Auinbauh testified about the proposed
stipulation between SWBT, Cox and Commission Staff regarding permanent rates for
interconnection and OREs. '1'he ratee contaiJled in the proposed settleJBel1t ~etween

SWBT. Cox and Commission Staff were arrived at by Commission Staff. Those rates
generally represent the midpoint between the rates proposed by AT,"T and the rates
proposed by SNBT. Nith regard to non-recurring rates. the proposed settlement
rates were arrived at by taking two-thirds of the rates prapos.-d by SWBT. The
proposed settlement does not co~tain rates for cross-connect.. SWBT preseated
costs and rates for these CrOss connect elements because Soutbweste~ Bell iG
willing to do the combining of network eleltlents at the rat.. that it has
proposed..

\J

"'-oJ'

- SWDT "ill noe perform crose-connects at rat•• less than whac it has
proposed. Because the proposed st:ipulated rates are less thlLD what SWBT bas
proposed, it will not perforRl cross-connects at those rates. Mr. Auinbaub
aeknowledged that there are no cost studies that SWBT i8 pointing to and claiming
this cost stUdy times some joint and c~ cost factor gives you tbe rates set
forth in the settlement. The Staff hired consultants in this doc~et who filed
testimony 00 behalf of the Staff in this case. The Staff .~pported certain
tacets of SWBT'. cost studies and supported some of the c;:haDges beiag recommended
by AT&T in their dockets. SWBT reran its cost studies pursuant to directives and
recommendations of the Staff. SwaT has no way of kno",ing whether the rates in
the proposed settlement are ~a~ed upon the SWIlT rerun cost studies doA~ at
Staff's directive.

Tho~e rates proposed by SWBT in these dockets are based upon the cost
studies that the cost witnesses prepar~d and filed in this docket. The rates

-6.
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proposed by SWBT are deri~ by taking SWBT'Ii cost studies, and 1IUltiplying the
results of those studi•• by SNBT'l!I p~oposed joint aneS cQlllnlOn coat alleeator.
SWBT believes that the rates that are set 1n this docket s1lould be developed
baNd upon the C08t of SWBT'. existing network.

If a requesting CLIC wishes to order a loop ancl port and ban SWDT combine
these two el~nt8, the rat•• for these elements and for comb~niDi are found in
the docket 213 rat•• or the network recombining service rates. The proposed
settlement rates do net apply to a situation where the CLle requests that SWBT
combine the elements.

Mr. AuinbaUh confirmed that. under the Inurcozwection Avree.aent betwe~

AT&T ancl BNBT 1.11 Ok1abu111a. four types of crOBS c':Ol1Dect8 are available to AT&T,
inclwl11'19' a crolilS-eozmec::t from the MOP to the switch port. The Interconnection
Agreeaent furthe~ provides that there will be "no charge· for tbe loop to &Witch
port cross-connect and that the "agreed to· rates in the l:ntercOllDaction
Agreement (including the MDV to switch port cross-connect) are not the subject
of these cost proaeedinq.

Onder the proposed \Set.tlement between SWB'l', Cox and Statf, SWBT will- retain
the collection of eCL and RIC to the extent that it exists and SHBT will ~et.a1n

intrastate toll.

Mr. Auinbauh confirmed t.hat SWBT did net file a eost study to support it.
proposed $5.00 electronic service order charge. SWBT has Ule4 cost studies in
o~her jurisdictions for AIN-bAsed customized routing but did not file sueb a
study in Oklahoma.

SwaT ill not. currently able to rneaeUl:"e terminating switched lIlinutes.
Beeause of t.he 1n~illty to Il\easure temiruating switched llDU1uteiil, sWBT i.
proposing a temporary rate structure for switched rates. Tbe temporary ra.te
structure only applies during the time period when thia problem of measuring
termi.nating switch minute. exi8tli and would not be neeessary once SWflT is able
to measure terminated switched minutes, which will be aV'aililDle in the long run.

2. Sharop Sad.1on

In her rebuttal testimony in POD 97-213 and ~7-442, SWiT vitoea. sharop
SadlO'll testified that she is Ar"ea M4nager-'1'ranlilations for SWBT. She ia
considered a suDject ID&tter expert for NORTEL .witches. In her rebuttal
testimony, she recited her experience with the SwaT since 19'4.

Ms. Sadlon developed time estimate packages for preparation ~d

implementation of switch-based translations tbat were used for the service,
feature and routing co_t studies. Witnesses for AT&T and Liberty suggest that
the detail for these underlying packages is inadequate or unsupported, that no
effort was Made to verify the results or th#t no documentation supports the
results. Ms. Sadlon detailed the specifics of the time estimate package Study
that she conducted and demonstrated how it accurately reflects the time in wh~ch

an employee of aver_ge skill will b. able to pe~form the swi~ch~ba.ed

~~an51ations underlying the coses detailed in SWBT'S cost studies. She included
a de~cription of the database that she maintains to support the findings in her
time estimate packa~e;.

-7-
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Ms. Sadlon' s experience in this area is ba~ in actual work uper!ence and
technical ability developed over many years. She continues to praetice tnese
skills in the lab environment and to interact with the field work force 4ay·to­
day a8 a support. person. Sne maintain. !?-er expertise thraUgll COPtinued traini.ng
and development of anethodu and procedures for translations.

Translation tillea depend OD the type of witch used. MS. sadlon only bas
experience with Nertel switches. BWBT also uaea ~uceut and Ericson switches.
Ms. sadlon's only experience in translations was at. a time ill wlUch trazu:lations
were done mauually. Today, translations ilre lllechanb:ed.

The cost study peraonnel requested Nortel tranliillation tillle8 trOJll Ms.
Sadlon. but did not tell ber how to Nauur& the times. Instead, *. sadlon
developed a ·te~lat.· of tranBlations times based OD her experience ill the days
of manual translations, and .imply had translation managers -review her ••tiJaates.
Ms. Sadlon did not base any of bel' translation times CIZ1 a well-observed tiM and
motioll stUdy.

3. William c. Peer.

:In bis direct testilllony in POD 517-213, SwaT wible•• William C. Deere
~e5tified he is the Regional Manager-Planning and Engineering for SWBT. In his
testilllOny, he described SKBT'II telecomrnuniCiltions network aJld the various
technologies used to p~ovide many of it_ unbundled necwork elements. Xn doing
so. he described the network as it now exists. This is the relevallt network to
be considered in thb docket because the present network and its relAted
tecbnologiea will be used to provide unbundled network elements during the lives
of the various contract. that will be· .ubjeet to the ONE ratea to be ..et. here.

Following b a general clescripticn of the equiplllBJ1t or technology used in
SWST'IS network for each ot the following network eleJDenCs. The overall
configuration of these elements i. depicted on the attached chart.

1) Network Interface Device (NID): A HID is ill. piece of equipment that
provlrdes the interconnection between the SWBT network and the telephone wiring
in the customer's pre~ises. It is u.ually mounted on tlle wall at a cuat~r"

premises. The equipment used for the NI.D lIlay vary considerably dependin; on the
class ot tbe customer, •• well as the customer'S ~iring arrangement. There are
no cost. for tbe unbundled HID or its use by a local serviee provider (LS') ,
except when it is Ileceilaary for SWBT to di5connect its loop drop wire or entrouce
facilitie. from the inside wiring of the customer's premises.

2) unbundled Locd LOOps: The unbundled loop is the transtAission facility
tram a SwaT end office to a del1\&X'cation point at a customer '8 premises.
Unbundled loops may be provided by copper ~ire. digital loop carriers 00 copper
cables. fiber optic t2:'anamission systems. or a combination thereof. I.n OklahOllla.
a loop facility is typically a pair of copper wires that connects a customer's
location to a central switching office.
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In providing loop facilities. voice Frequency and Digital carrier Systems
are the t.WO (;l) 1IlOSt COPIlIOn technologies currently used. in the SWBT IU:twork. The
type of facilities .erving the CUstomer' 8 location is the prime factor
cletenain1ng the technology to be used. other fa.ctor8 inclUde eli.tance between
t.he swaT end office~ the cuetQlDer' II pt-emises and the service requested by t.he
CUlJtaner .

3) Loop Ct:08s-Connectiona: Cros8-conuectiClns are wires, fibers or
equipmeut that COD11ect one piece of equiPMent. to &IlCIther on II semi-peDaane.at
basis. Por example, a copper lClcal loop may ~ cro•• -conPeCteel at the Main
J:)istribution Frame (MDP) to a switch port of ebe central office switch by II
sil8Ple pair of copper wires called II jumper. Different local loop options
require different type. of aross-connections.

4) LoCal Switching I Local awitclling provide. tbe l5WitcbiJlg in the ep4
office where the hitch port is located. 1t provide. call processing ADd
switching to the proper line er trunk patt within the switch. A <:all that
originate. on II line port lDiIy be cOll'pleted to anotber line port on the lIame
swit.cb or to II erunk port for tran~rt to another ceptral office or to a SNBT
tandem ."itch. The local :twitching unbundled element also i~c:l\l.de5 the-use of
all features aDd fUDCtions available on the s_itc~ &Pel any signaling functions
necessary for the switch.

The central office is the bUb of the loop facilities for a geographical
area known as a wi.re center. 'rbe central office contain8 the switching macbine
that connects one custOMer'S loop facilities to anothe~, or II cust.omer's loop
facilities to a trunk to another central office. A central office provides tbe
power to operate the telephones that are cone.cted to the copper loop facilities.
Bach digital central office switch has multiple switch modules wbich contain the
line ports and trunlc port. that provide acceSs to the ewitcb. These po;rts
convert analog signals to digital format before connecting the customer to the
switch. and vice ~ersa. They also transmit the .ignals necessary for call
completion. such as off-heok. audible ringing. and power ri%lging. 'l'he analoq
electronic switch, tbe digital electronic switch, and the remote switching system
are the tbree generations of switching technologies being used by SWBT. A remote
s~itchin9 system i. an economical method ot providing lOcal program-conerolled
technology in small. densely popula1::ed. a.reas withill a large exc:bange or to earve
a SmAller exc~ge that is close to a la~er office'.

An important local I!Iwitching element is the pitch port. A port. provides
access to the basic functionality of the network switching components.' An
uMundled switCh port consists of the central office switch hardware and software
required to permit an LSP to access the SWBT switch so it could .end or receive
information over the SWST network. SWBT ha.s separatecl the swit.ch port element
frOI1\ the switching eleaaent because each dUferent port category hae a <1ifferellt
cost.

5) Tandem SwitChing: A tande~ switch is designed to connect interoffice
trunks to other int.eroffice trunks. These interottice trunka from individual end
offices are conpected by the tandem Bvitch to form a network connecting .11
offices. This docket involves the local tandem used in an exchange with more
than one switching office .
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6) Interoffice Trans,port: The interoffice trunking facilitiea are the
c~_unication. pat~. between swit.cbing machines. They may be -imple copper
W1res. electronic carrier syst.-s, or fiber optic lightwave guides. Associated
with the tr\mking 18 II signaling system.. AlthOUgh copper wires are I:he siqJlest
fO%1D Of interoffice truPking, they are not likely to be used for iIItercCll'UU!Ctian

. of new LEes due to· their limited c~cities and capabilitie8. Neverthelellu,. SW1IT
has provided this option in its rate prgposa1o. The IlIOst likely fo%1ll. for
ic.tereemnectiOll is a lightwave transmissian eysteat that canbines a tillle clivi.1QD
multiplex signal onto fiber optio tr&Aamission faoilities. SwaT has prcposed
rates for fiber-based dedicated interoffice transport at varyicg traasmi8Sian
speeds. :Included a8 interoffice transport element are the following:

• ComMOD interoffiCA transport occurs When an LSP's
communicationa traffic i. combined w1tn that of SNBT or other
carriers onto a common tr&QSmission ~acility or truAk group.
swaT usea a full range otdigital and fiber technologies to
p~avide cagnon transport to LSI's.

• Dedicated interoffice transport uses interoffice tranamissian
facilities that are dedicated to a single LSP. SWliT has
proposed rates at varying tranSJDissiOl1 speeds. The higher
traasmlssion &peeds (up to OC18) are available at individual
case basis (XCB) rotea.

• Dedicated transport entrance facilities are transmission paths
fr~ the SWBT central office to • LSP'. location. Rates have
been proposed for various speeds, and ICB rates are available
for the higher speeds.

..J

• Dedicated transport· cross-connections are the equipment needed
to connect the interoffice dedicated transport transmission
facilities to the entrance facilities. Rates have been
propoSed at varying capacities. with ICB rates available at the
higher speed•.

7) Digital Crass-COnnects: A digital cross-connect system (DCS) is an
electronic device that provides tbe oapability of rearranging circuits. CD high
speed facilities without the need to demultiplex tne signals. Without a DCS.
si~ls cannot be eJtChaAged between high speed circuits without returning all the
ci.rcuits to lower .peed electrical signals. SWB"l' has dey.eloped different rates
for connecti~ various epee~ circuits to the Des because each type of cl~cult

requires a different electronic port card for termination on the DCS and a
varying ca.pacity of the .witching network on an ongoing basis.

8) Multiplexing Technologiesl MUltiplexing i. the process of combiniug
multiple telecommunication paths onto a lesser number of paths for transmission
to a distant location. This process makes the network operate more efficiently
and reduces cost. SWBT has provided rates for varying multiplex capacities.

51) Unbundled Signaling: Signaling i5 t.he conununication of control
information between the elements ot a communication network. Signaling System
7 (SS?) is a set of national standard network protocols used to tranSfer signals
~n a telecommunications network. The three primary elements of the SS7 network
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are tbe Si.gnal TrNlsfeJ:' PoiZl~. (9Tll). dgnaling link. and Service Switcl\ing
Points (SSP). An STP ill a packet .witching device pa:ovid:i.ngo dgnaling
clilltribution for the ntwork. M SSP is a central office or tandem switcb
machine that is equipped to process SS1 signals. The tranamissicm patha that
COnDect SSPs aDd STp. are called signaling links. An. LSP may obtain the
necessary aigaaliDg link. by using collocated facilities between its OWD lOCal
switch or STP and the SNIT STP, Alternatively. decU,cate<l interoffice transport
faciliti4iui can be used. III either ca.e, the LGP obtaina aceesll to element. of
swaT's as? network.

10) SS7 Link. Cros8-CoMects: 'l'hese are cross-cOIlDectiolUl between the
transmission facilities of the sa7 links and the STP ~itoh.

Il} Access to Operator and Directory AaBist~el TAb eleaent involv••
the provision of Op.~tor and Directory Assist&Qce for LaPs. Access to these
eleIDeDts ill available when aD LSP custcmer servecl th.t:ougb a sw»T central. office
dials 1+411, 0, 0+ or 1+.

12) Database Access: The SWDT network contains various database. that may
be accessed fo~ particular inquiries. For exaqlle. when • custOCller dial81n 800
or 888 nt1ll\2:)er, the network tranalates the toll-free nwnber to an actual network
°number. TO do SO, the network _at acce•• a database for inf01:1Daticm conceming
the actual network number to be c~lled. The Advanced Intelligent Network also
requires database queries.

13) Temporary bte for Local Switching: This temporary rate is designed
to recover the 008ts of the local switching at the ~ginating office. the common
trBn9port. the tande%l switching and the local switching at the tel'lninating
central office. CUrrl!Dt network technology does not make it possible ~o measure
each of tb.se elements individually. UJ:I.til these illdivic1uAl elements can all be
measured, this te.mporary rate is proposed. to emulate, on an average basis, the
estillUlted use of the elements involved, The temporary rate ia based on the
average of all LSP calls expected to be completed over the network and inclucles:

•
•
•

-.
•

.
the switching rate for the originating central office, plus
the switching rate for the terminating central office, plus
the average number of miles between offices for COMmOn

transport times the minutes of use, plus
the common transport t.~inatioD rate, plus
50\ of the tandem switching rate (the entire rate is not
~ncluded because OD ~verage only ~ut balf oof tbe calls use
the tandem switch) .

14) Call Slocking/Screening: Call blocking or screening is used when
customers Wi5h to have their tel~phone line arranged SO that calls to specific
codes (e.g., -900· numbers) cannot be completed.

IS) The following additional network functions are proposed as an 10
rate. SWBT' & policy reg4r-di:tl.g reB rates is tjificusBed ill B<Lrbar. SlI\i th '.
t.estimony.

• Clobal Title Tran~lationa (GTT) are routing instructions
located in a STP. If an ~SP uses SWBT's datAbases .nd the
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associated G'n' eo route calls to .. SWBT'database, then there ill
no charge for the CJTT. However, if a LSP builds its own
datab.se ~ baa individual queries sent eo its own database,
additioaal arr8 will be required in the SWBT STP to route the
query. Thus, SWBT has proposed an ICB rate to recO\I'8r the cost
ot creating and maintaining an additional GTT.

Dark fiber could be used as an interoffice traneport aDd .e a
portion of the loop plant facilities. The Caa.iseiOll has
required SWBT to provide accee8 to regulated dark fiJ::ler a. an
unbundled network element. For this element, c_rmination
arrangeftlents, •• well as the Bize of the cables, vary by
location. . The lCD .Q~boO i. the most appropriate aetbod to
determine the correct dark tiber price for each carrier, in
order to avoid complaints by carriers that an ·ave~ge cast­
rate model i8 DOt equitable;

In hia direct testimony in POD 91-U2, Mr. Deere described SWBT'.
teleconuunieations net1llOrk that ill to be the lNbject of the cost seueUe.. in tid..
docket. In doing 80. he described the network .e it now exist.. This -is tbe
relevant network to be oonsidered in this docket because the present network aDd
its related technologiea will be used during the life of thB contracts which are
the Subject of the coat stUdies in this docket.

Mr. Deere gave a general description of the equipment or ~echnolo9Y used
in SWB'l" s network for elements to be offered to Local service Providers (LSP81.
The nectmrk elemen!:s listed were covered ill Mr. Deere'S test.ilPony in PUD 91-2~3,

0' except for '11 ,lntercannectiOD iU1d InteriJll Number portability (as Bet out below).

1) 911 Interconnection~' '1'he 911 !Jerviee is basetJ on the use of 91.1 .. &

national standard abbreviated dialing code to call for help in an emergency
situation. SWT provicSeil 911 service in ea.ch exchange. at the written request of
a unit of state or local govenunent lawfully CluthorizetJ to subscribe to the
service under the terms and conditions of a 911 tariff. When the 911 code is
established in an exchange. any 911 call originating frOM that exchlmg"e ifI
connected to a pre-deter.minetJ public safety agency where the call is ans~ered and
dispatched by that agency.

--The enhanced 911 aervice is an advanced level of 911 which pl'ovides
additional features over and above the 911 dialing ~ode, The first feature
deElcrit;)ed 1. thfl Automatic Number Identification (ANI). It d1splaya t.he
telephone number of the person who dialed 911 eo t:he public 8afety ag8J1CY as soon
as the call is ~wered. The Automatic Location Identification (ALI) fea.~ure,

in conjunction with the ANI. performs a retrieval of the 911 caller'S ~r
addre89 , class of service, and other pre-determined informatiop from a telephone
company computer for display to the public safeey agency. Finally. the Selective
Routing (SR) feature establishes routing criteria for the telephone co~any to
use automatically to distribute emergency call. allloog many public safety
a~$ncies. SR makes it possible to connect each 911 call to a pre-aetc~iDeQ

primary public safety ..ge~cy based on the address t~om which a 9il call is made.
SR is most often used to route the 911 call to either the police or ~heriff with
law enforcement juriSdiction for that caller'S geo9raphic location.

',,---/
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SWBT' 8 Chat"ges t.o the LSI? are based o.a the 911 system feat.ures associat.ed
with ehe 911 network in the COIlUI\unity involved and the number of telephone lines
the LSP sentes. The%'e 18 a monthly rate and non-recurring- cbarg'er (1) for each
911 trunk COZUlec:ting the LSP netwo%'k to the SWB'1' network &Pd (2) per 1.000
exchange acceB8 arrangements in the LSP'. service area.

The 911 databa_. contains the info~tiDn associated with each end-u~.r

customer and i. created and updated by each telephone service provider. The
database is the source of information about end-uaex' QUStCllll8r8 (telephone nUlllber,
niUlle. address, class ot: service) needed for 911 putposes.

2) Interim I1UIlIber PeJrtability: IDtl!riJI RwDber I'OrtabiUty (DlP) peDliits
a telepbone .ervlc. eu.~~er who owi~che. leeal -arvice frem SWBT to • s~itcb­

bas.d LSP to retain the telephone nWDber previously aC8igned by SWBT.

There are two .ervice options. 'The first, called the tNP-Remote us.. a
Remote Cdl Porwardillg (RCI') technology. With this option, a SWBT switch
receives all calls directed to a telephone number assigned to that awitch. If
the called m.unber is equipped with the INP-~te service option. t!MI SNBT switch
uses infortllation in its memory to detenaiAe the new telephone number the UP has
assigned to the customer. The SWBT switc::h then sends the new telephone nUDiber
and the call to the LSP switch. The LSP s~itch uses the new number to complete
the call to the customer.

The second service option is lNP-Direct, which uses Direct tnward Dialing
(DIDt technology. With this option all calls directed to telepbane numbers
assigned to a SWBT switch are sent to that switch. If. called number i~

assigned the INP-Direct eervice option, the CAll is routed to a trunk grCNP that
cozwec:ts to the LSP'. switch. The dialed digit. and the call are transmitted on
the trunk group to the LSP's .witch and the LSP'. switch dete~ne8 what new
telephone number bas been assigned to the c:u.stomer. '1'he call is then cOIIlpleted
to this new telephone number by the LSP's switch.

In his rebuttal testimony in POD 97-213 and 97-442, Mr. Deere presented
rebuttal to testimony of various CLEC and Liberty witnesses conce~ing network
issues.

Hr. Deere first rebutted the cODtention of Mr. Segura that ~ provision
of t:mEs somehow equate. to what has traditionally been known as ·plain Old
Telephone service" or -POTS.- In todaY'1l environment, POTS 18 done either ou a
retail basi. lsintple .ingle-line service) or wholesale buh (totai service
resale). There is no such thing as a combi.nation of ONEs that i. offered by SWBT
as a UNE Ilervice Dr a "coll\binec1" UN!. For eKDtftPle, there is a loop UHE and a
port ONE, each sepilrate and unbundled, but not a loop and port as a. single
element. Because of this separation, these elements c~ot be treated in the
same manner as • POTS service for any purpose.

Mr. Deere explained that a liNE more closely resembleS a point-to-point
circuit. rather than a POTS circuit. With a UNE. as with a point-to·point

c~rcuit. there are two clearly defined CUQtomer demarc:ation points. Por ex~l••
for an unbundled loop. one demarcat~on point is the NID at a customer's physical
address and the otber is the eLEC's point of access. This ~ethod of identifying
UN£s is .~8ential since the CLEC may use SWBT UNEs in combination with other

-13-



11/20/00 09:51
NO. 003 ~15

---

".. /....__..

network elements to create an end-to-end lOervice for the CLIC customer.
P'urtb.ennore, to acc\lrately isolate any trouble, clearly defined dtQllArcatian
points are necelisary. If the CLEC customer reports a problem, SWBT must be able
to detennine if the ea.use is on its side.of the dcma.rcatiOA or 011 the a.EC .ide.

unbundled loops require wOrk by SWBT personnel to p~operly engineer and
clesign the equipment and connections needed to provide aerne. to the o...BC. '1'b.is
work must always be perfonted because of the requireJDeJ1t for cro•• c~ection

wiring.

ONE. cannot be provisioned with current POTS process rlows in associ.ted
Operations Systems SUpport (OSS). Because of this, SWDT has elected to provision
UH£s via a currently avail&ble proccQG using a non-POTS system called TIRES.

Mr. Deere explained in detail the specific flmctions which mu&t ~
performed by S$fBT wben provisioning WEs. He further explAined tbat SWBT .ust
develop lleW OSs or IIIWIt enhance existing OS SYlltelllS to pe.rfoE1ll the fwsctioas he
describes. Bithllr option will incur substantial cost and delays to perfora
funotions currently prefol"lll6cl by TIlUCS. He conclUded that at thili ti.1IlI! it does
not make good business sense to develop OS system. to duplicate functioaality
~hat currently exists in TIRKS.

Mr. neere abo dlltailed five different methods and condition. under whicJl
cLEes are provided access to ONEil. CLles may use the methods indicated to aCC••8
and combine identified ONEs within SWBT's central offices or tandem offices.

Several opposing witness.. assert various "inefficieJlcies· in SWBT'S
network and propose that costs should l:le based em a weoretical net"Crk that they
view a8 more efficient. These proposals gener&lly ignore the costs ot replacing
existing facilities and overstate the purported efficiencies to be gained. If
the Commission were to adopt these proposals, SWBT costs would be understated aDd
rates would be established on the b•• is of a hypothetical, fantawy network that
does not ana can not exist. The following are eXaPlPles of erroneous ·cost
reduction- proposals offered by various CLECs to reduce SWBT rates:

AT&T's Mr. Turner asserts that it is more efficient to cable directly
from the collocation cage to the main distribution frame rather than
going through an intermediate fr~e. SWBT frame. are engineered so
as to minimize the time required to make cross connects an4 to reduce
the possibility of lMintenanee probbms. If the cables were installed
direCtly as proposed by Mr. Turner, these advantage. would be lost.

"-""

• Arguing for reduced cross connect coste, ATkT'8 Mr. Segura asserts
that running jumper CaDles for cross connects i8 as simple as booking
up stereo speakers using speaker wire8. Unlike a home stereo aystelll,
oistributing h.mes can have thousands of termination poiJlt8. Jl.Imper
wires rn\lst be carefully run among thousands of other connections in
a manner that will not disrupt service to other cus~omer•.

The meehanized loop test system cannot determine the proper loop type
and cannot provide an accurate and reliable test. Accordingly, this
system cannot be used to test UNEs. SWBT'e provisioning of ONE loops
with remote test points is necessary to allow SWBT to perform remote
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testing witho~t having to insert test shoes in the circuit manu_lly,
thus Avoiding incrusive testing as suggested by Mr. segura .

Mr. Kratcik asserts that when .. CLEC purcl1aaes an unbundled loop, it
should be presumed to be installed and working. 1'0 the coaerU}". "'ben
SWBT receive. an oraer for an unbundled loop. this loop IllUst be
extended to the point of access of tlle CLEC. As part 'of this
activity, the circuit IIlUSt be t ••ted to elllSllure that tNt loop is
operational, that there is continuity frem the central office to the
HID at the cust~r'8 location and that over~ll tranamiSBion levels
are met.

This testing abould not hP. unbundled because tbe testing process i •
an il1herent part of providing such a. service. Mr. Rhinehart' III

proposal that AT&T eould conduct its own teat silllply doe. net
eliJDinate the need for SWBT'to pravide test~. Mr. Segura .dmits in
his depo.ition that since the hypothetical netl'Ork he proposed is DOt

aetually in place, someone else T1fould need to perfonl the tesr..
PurthU"lllOre. in order for SWBT to located the trouble and di.patch the

.apprapriat. technician, SNBT ~ust conduct its own test. It weuld be
unlikely that the a.:EC would be able to locate the part of the circ:uit
wher. the trouble exiets and determine whether an inside Dr outs~de

technician ShOUld be dispatched.

Mr. Segura suggests a standard translation numbering scheme as more
-efficient.- Suc:h a ·standard- syste~ is impractical because of the
~riety and uniqueness of each end office translation. That variety
will only grav more complex as compet.ition introduces additional
requirement. such as customized routing. Retranslating the entire
network (approxiutely 1200 switcheB) to a nandard tran81ation
numbering scheme would be Dlast expensive eutd disruptive and would
jeopardize service reliability.

• Field work iii required to provide UNEs. Installation and maintan&nce
work i& required on WE $ervice orders for new service and may be
required an other ONE requests.

Although Mr. Segura asserts that little it any ouUide field
activities i. needed, his contention 1s based on the invalid
assW1Iption that facilities to eliminate this need are alr@ady in
place. For exaJllple. ,-soft dial tone,· on whic1l. Mr. Segura bases his
contention. is not available in Oklahoma.

'-./'

• SWBT would not be able to use dedicated inside plant and dedicated
outside plant (DIP and OOp) to avoid expenses in providing ONEs, ••
praposed by the CLECs. DIP and DOP will not exist Where neTlf service
is being pl'ovided to a location. Furthermore, if the eLBC ol'ders iIA

unbundled loop. SWBT must remove the existing jumpers Md place a De"
cross Cannect from the unbundled loop to the point of access of the
CLEC. A second cross connect would also be required to intereonnect
the unbundled switching port to the point of access. Field visits may
also be necessary to prOVide the particular ONE required by the CLBC
(for example. cross connects at the FDI). Additionally. pOp is not
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always applicable. Por example, the end user may request aCSditional
service (~uch a8 a second line) thru a CL!C while maintaining existing
service thrU SWBT.

Mr. Segura and Mr. xrafcik Bugs.at that manual cross connects can be
eliminated. Mr. Deere points out that every WlbWldlecl loop or port
requested will require a manually established jumper between the loop
and the CLEC point of access and. that no teehnology is available for
remot~ly running cross connects in the field where the loop service
is provie1ed using coppe~ plant (which represents lIIO~e than 91\ of
Oklahoma' 8 loop.). Furthermore, there is DO ca~.ility in SWB1't I;

oklahoma network foX' remotely running cross connect. where loops are
provid-=d on fiber loop plant_

AT&T bas erroneously a.sumed in its cost 8tudies t!ult 30\ of SOT
loop. will utilize the TR-303 integrated loop carrier. In fact, at
the eud of 1997, nane of the TR-303 teclmOlogy va- being used by SWBT
in Oklahoma. No expense saving baa been identified t.hat would offset
the aUbstantially higher inv.at~nt required to provide service witb
this technology.

• Messrs. 'l'Urner and Klick assliiirt that swaT' II Iletwork is inefficient
because it does not make adequate use of the stacking ot SONET ringe.
Stacking of rings is only on. alternative to maintaining an efficient
network. In some eases, stacking of rings indicates inefficiency
because the initial ring was not adequate ~ized to handle demand.

ATkT asaumes a perfect ne~work in which all network elements will be
utilized at optimal levels and stay at that fill level all the time.
This i. unrealistic and will never be achieved by any network. actual
or hypothetical.

• Mr. Zubkus presWlleS that fill levels 1Ii11 rise in a competitive
envtronment. To the contrary, when facilities-based CLECs enter a
market, a decline in utilization can be expected.

The purported ·underutilization~ of switch processors and S~1 links
asserted by Ms. Petzinger and Messrs. Klick and Hlavac is not the
result of inefficiency that can b. avoidecl. The equipment with t.he
smallest capacity available will aometimes bA....e low utilization
cecause of ita particular location and applicatio~. This cannot be
avoided because smaller processors are not available fram the vendors.
Furthermore, equipment is 5izecl to handle peak demand6 and is not
necessarily underutil1Eed 5imply because it reflects a lowRr
utilization factor.

• H~. Klick would require SWBT to replace its existing STP technOlogy
with the latest version available. This would be highly inefficient
and costly, comparable to discarding a one·ye~-old television because
a new model has some new feature.

Low STP utilization that Mr. Hlavac objects to is the result of a
regulatory requirement th~t SWBT maintain STP pairs in every LATA.
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Tb1s rcqui~es SWBT to provide consideriWly IlOre c~acity than required
for Oklahoma LATAs.

Evaluation of the cost effectiveneas of new 8witcbing technology that
pendts I)S3 trunk int~rface to the switch bas not yet been cOIllpleted.
Incl~din9 thie technology in cost studies at this t~.e is
inappropriate .

• Mr. Segura' B propo.al to Ulle DeS and EDSX technology in cost st\1diea
for cross connection of the di9ital loop insteed of DSX is not COlllt

effective. A conversion to this technology would COdt .11liona and
would resul~ in no net benefit to the Customer.

•

•

Because initial lines cost less than sxoowth lin... Mr. Hlavac
questions the effectiveness of providing for growth in two y8OU­

intervals. as opposed to inclUding all growth liDes in u Wei..l job.
Mr. Hlilvac·. suggestion would not save cosU. Ynitial an4 growth jobs
are designed to provide for aboUt tilO year.' growtb. Thi. design 18
a cost-effective method of providing for growth demand; the
expenditure of capital for· plant. that does not generate revenU-e (but
may in the future) is not efficient. Similarly, eliminating the:
nintb year of the economic life from the switching cost study would
inte~fere with SWBT's obligation as carrier of last resort to provide
fo~ growth in all years of the economic life cycle of a .witchi~g

system.

Dr. Hlavac recommends that switch ~inutes of use be increased tn coat
$tudies by 11.2' since the processor cau handle the increase at
cu~rent utili~ation. However. this ignores the companion costs of
increuing the capacity of trunks, eert/ice circuita, switch JlIOdule anO
feature-related hardware due to the increased usage.

Ms. Patzinger'. te&timony on switching price per line is baaed on the
a9sump~ion that all switching systems in OklahOll\a have at least 15.000
acees. lines. In fact, only 12.4\ or these systems exceed 15.000
Hnes.

Mr. Deere of SWBT testified that SWB1' does provide a loop from its central
otfice to the customer premise a. part of the service that SWBT provides to its
end user customers. XU providing POTS service to its customers, SWBT provides
a loop fr01\l the customer premise to the SWBT central office. At. tbe central
office. the loop t.ies to the main distribution frame. SWBT will then run a
jwnper wire frQll\ the HOP to the switch port. Additional .ervices that SWBT
provide$ to its eu.t~rs inclUde a billing process and 5ervice o~der procesa.
When SWBT provid•• flat rate residential service to its customer, it does not
typically provision that se~ice th~ough the circuit provisioning center C-CPC-)
organization. In addition. there are some simple business serviees that Sw.uT
p~oviS1on5 without proc••~ing through the CPC.

SWBT employs a policy of dedicated 5.nside plant in which it is SlGT' 3;

policy to leave the cross connect or jumper wire from the MDF to the switch port
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in plaee aa lOIl§J as SWBT hall lIIufficient spare te1"1llination. Under thia policy,
if an existing SWBT cu.tam.r terminates ~ervice and move8 locations, SWBT will
Dot disconnect the jumper wire from tbe MOP to the port. Thus, when a ne~

customer moves into that location, servi,ce: can be pJ"ovisioned t.o that cuatOlMt~

without running a cross-connect to the port.

swaT has equipped ita central office ,witchell witb tlw neces&ary softw"e
to activate Adv8l1ce Intelligent Network ("AU") triggers. Thus. if a CLlC
requ.elrta a produet IIUc:h. &8 AIN cu..t.omhed routing. there is AIN' equipment in each
of the states to acc~te tbat reque8t.

SWB't has deployed SOII1E'1' tecbDology iD Oklahoma City and perhaps i~ TUlsa.
Where SONBT tecbnology i. deployed, it would include. BONET ring. Mr. Deere
acknowledged that SOll8T rings ue the preferred architec:tuJ:1I i~ ",.tro areas.

............ ME'. Deere is aware that SWBT perfonw demAnd fOreC&8ts and bas pertoPli!ld
such forecasts for the Oklahoma market. DeJDiUJ,d foreea8ta exuaine second line
growth. residential growth, and business growth and those demand forecasts are
shared with the netWOt'k engineers for planning purposes. Demand forecast in some
cas•• w~ll forecast demand growth for the next 20 years.

Accordin9' to • rac:ent demand forecast for the ~tate of. Oklahoma. the gl'owth
rate in 1996 will be roughly 32 percent for additional residential lines. In
199*7, the increase. of growth in adc:litionallines is 22.49 percent. In 1998. the
increase in additional 'growth lines is projected at 1'.23 percent.

SWBT' 5 policy in Oklahoma is to deploy loop faei.1it:ies in planned
liIulxiivillion_ which are sized tor ultimate requirements. In tbese neig'h))orhoods,
SWBT will deploy loop facilities for the entire neighborhoOd even though some
portion of the neighborhood will not be developeCS until acme time 1D the futu.re.
In phased developznentP, SWBT deploys all of the facilities for each phase of the
development. For example, SWBT will deploy all of the loops necessary for
ultimate requirements for each phaac of the development. SWBT sizes its rural
distribution cables using identified and forecasted growth for a maximum of 10
years.

"~_.'

"'-./'

M~. Deere admitted that SwaT's uetwork in Oklahoma has been built over
tilftl!. The engineer in the outside plant facili.ty who waS makwg decisions about
ho~~o deploy tho.e facilities would make decision. based on ~. information
known to him at that eime. An engineu deciding how to deploy that same outllide
plant today mayor may Dot choose the same method of deployment. The equipment
in SWB~'6 net~ork h~s been purchased ever time. If SWBT were to repl~ce i~s

equipment tDClay, i~ mayor may not purchase the same equipment.

In SWBT's network, there is already a cro&s·connect between the loop and
the port for iII1 existing SWBT customer. Then are circumatances under which swaT
leaves the jW1\per wire in place from the lccp to the port in place even when an
existing SWBT custOMer terminate3 Qr disconnects service. For ex~le. if a
houee bec()C'I\es vacant and there is reason to believe t~t the house ....ill becOIIIe
occupied by another customer within a reasonable time. SWBT will not disconnect
that jumper wire from the MDF to the port so that wnen the new customer moves in,
$ervice can be activated for that customer without running a cross-c:onl'lcct.
Further, if a customer goes on ~ two-month vacation. SWBT will typically not
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disconnect the jumper ,.,ire frOl1l the MOF to the pOl:'t, b\lt vc:ro1d rat-her tum down
.ervice at the switch. In this situation, the customer'. .erv1ce can be
activatees at the switch "itbout running a cross-connect frau tJ:Ie MDJ' to the port.
Prom a ~echnical point of view, if an existing SwaT customer already had a loop
and por~ connected by a jumper wire that service or network elfllDents coules be
hiLDd.ed over to A'l'~T witbout disconnecting tbe jumper "ire frCIII eba MD' t.o the
switch port. In t.hat situadoa it would not be necessary to ~ • crose' CQDDect

over to aJ1o~er part of the central ofUce and t.hen E'UIl another jtJllllP$r wire f~
the port over to 8OM8 other area of the central office in order to provi8ion
ONE'. to ATilT.

Mr. Deere agreed tbat the ultilllate fill for in loop distribution
facilitie. is between 83-HS~. ~.t i. when ~e loop diatributiCD fill ~et& to
the ·83 to 85 percel1t range, SWBT starts looking to a4cl relief faciliti... When
the fill CD the feeder fao1lities gets 1n the 80 to 90 peX'cent range, swaT starts
look~ at adding relief in the feeder faoilities.

In -.any calles SWBT tapers its feeder plant as it lea~e8 the central office
heading towards customer premises. Tapering of feeder: plant lMaD8 that one
larger ~abl. will leave the central office. As distribution facilities are
needed, small.X' cables wHl be pulled fran "the feeder cable. The feeder c-.ble
then gets smaller and smaller as it gets farther away tram the central office.
Tapering of feeder plant i. in eontrast to having individual feeder cables tor
each serving area. Mr. Deere agreed that. as a general rule, it is JIlOre
economical to taper feeder plant than it is to run separate feeder cable for each
serving area.

Twenty-five peX'cent of loops in Oklahoma do not have an roI associated with
that loop. A cable that goes a short distance from a central office directly
into the custoDIer prelllislu. is a feeder only loop. An example gf a feeder OJl1y
loop exists in downtown Oklahol\a city where t.he feeder goes frOP' SWBT's central
office acresI the street to a bU$lness tn.1i.lding and terminates on a frame within
the Duilding.

swaT typically installs two-pair drope for every residence and fo~ a mid­
sized bUSiness, SWBT typically install. more than 8 pair drop.,

SOT does engage in pole !lharin~ in Oklahoma and has an arrangement. wit.h
the power cOIIq)aJ1Y where SWBT uses the pow8:t" company's polee and the power c:ot;lal1Y
U8es SWBT's poles.

According to SwaT'. deployment guidelines, the service life for ."itches
i.n S~T' s network is between 10 to 20 years. Wlwn SWBT makes the decision in tbe
network as to wbeth.;r or not to install new switches, it typically is bPed upon
what has baen given as depreciation life. by various commissions. There ere .ema
SE switches currently deployed. and operated in Oklahoma which SNBT illstalled more
than 10 years ago. SOT' It $witchu run out of lines roughly every two years
because that·.. the 'flay they are designed. Growth happens curing that time frame
but lines are easy to add but replacing the processor is a ma;or project. SWBT
bUyS the nece9sary hardware for some features at the time you place an initial
switCh. Some in input-output ports .re includecl in the initial switch placement,
Some trunking is inclucled in the original price of the switCh. SWBT does employ
ceneralized sparing in Oklahoma. Many of the features of the switch can be
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activated electronically without any manual effort. AlmoBt all of the ~log

f~ature6 of the .witch can be activated electronically.

SWBT does not deploy one DS3 for every 28 DSlll in. its network t.oea:.. III
SWBT'" network, 80l1l8 0038 run tram .. SWBT Central Office to an ,.TIIT p.:.i:,;:. of
pre"eJSCe. SORT equipment in swaT'. netwoX'k has what i8 called .. high sid,;. ..nat
a. low side and. that on the low side you bave sane ciX'cuit pe.ck.. 0J'l the ~i9'b

side you have SOllIe out port ci~cuit packs. Most ciX'cuit packs ean !)8 aflJ.eJ at'
they are necessary. on the COlIllllOQ or control circuit packs, SWBT exper1en;:O'1": ~OO

percent utili~atiOQ.

4. .111ba B. Avera

"In hiD direct: te.timony in POD 91-213. S1f9'I' witness Willi_ B. Aver..
testified that he ie a financial and economic counselor w!th PIJrCAJ'. Inc -. ntd
this testimony a4dres8ed the COBt of capital tor SWBT to use in its forw~rd­

looking COSt 8tudiea. In hb apinion, lo.n, is • reasonable cost of capita:: to
use in theae studies. Xl, bowever, the 10.69' cos~ of capital is DOe u.e~. the
forward-looking cost of capieal should be 11.25\, which the FCC cites : :.~ l~.

August 1996 Interconaectlcm OrdeX'. Note: A.T&T aJld SWBT entered into a Stipttiat.ion
that the cost of capit.al be 10.0t. Cox did not join this 5tipub.tion.

Although the 10.69\ return is based upon SWBT's esti.ated C06~ of capital
made in September 1995, it X'emains appropX'iate today. The increasing competit:i.on
and structu~al changes that now confront SWDT produce higheX' risks and g. :,a':er
uncertainties. These changes. reinforced by trends in the capital markets, ilIe
documented by Dr. Avera .nd suggest that the foX'WaX'd-looking cost Of capitiil
would be higher thaD 10.69t. In fact, a full ~lysis of SWBT'. forward-lou;~.ing

cost of capital would result in a higher estimate.

Thi.. lO.fin retum i. well within the range of forward-lookilJff retums that
would reflect the 5ignificant risks and uncertainties faciDg SWRT in Oklaham..
Any loweX' return would ignore the eJnerg1ng compe~itive ~iti.s facing s·ia"· and
would undermine economic:: incentives to maintain a high quality teleconaunic:~L:icms

infrastructure. III short. consumers and the Oklahoma economy h~ve much to lose
if the cost of capital is set too low.

COMPETITION AND THB COST OF CAPITAL

The eost of capital incurred by SWBT and other LECs has incX'ea••d. an1 will
continue to increase, due to greater competit.ion. Dependence by LEes ".'1. lUgb­
volwne. hiqh-deneity local customers. and the aCce:!. charges derived. frCJlll rsetving
t.hem. makes their revenues wlnerable in a COI1\Petitive environment. The loss of
large customers to local service providers (LSPS) may not only strand ~~~ital

investment., but may a180 place pressure on the rates charged to reftii:ail'inq
customers. The high opera.ting leverage inherent in pro;riding local te~'-:p1lone

service did not pose umnanageable problems for LECs under traditional X'egulat.ic.n.
NOW, the transition to eompetit!ve raarkets is p~oducinq increased :.. ,·.,enue
volatility at the same time that heavier c_pital spending is required to meet
competitive challenges ~d .void bypass. Finally, even though e~titi'jn has
been allowed into their industry. LtCs have not been relieved of their cont.:n..-'iIlg
obligation to provide quality universal service ~o customers in their nrca. of
ope.riltlon.
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In Oklahoma. lor example, ~e COlIlPUsaion hils apprOVRd major tQ1lt:Dhoae lllle
revisions designed to authori.ze and encourage cOI\pet1t1ou. in 10ea1
telecOftllllUnicati0D5 service Mrut.. Contemporaneously, U1e Cona1SldOR authorized
competition in the intraLA~ toll, pay telephone, and epeeial acce•• markets.
Since the COmmission'. local competition rule. were adopted last year, doSeD. of
fitms have filed appli~&tions'tor certificates of authority to provide what
previously were monopoly telecommunicaticns services. .

To meet the challenges posed by cOJli)et1tive byp&S8 technologies, LEe. such
as SWBT have been forced to invest heavily ill new network architecture. An
eXaMple in Oklahoma would be the network upgrade, required by the CommissiQD'.
revisions to its lIiJ1illl\Ull service standards xule.. LEes are faced with tbe need·
to support significant 1nve8U1en~ .i.n the tclBcc=awd r.Atioos infrastructure
through both internal aDd extexnal funding.

'l'hese etruoturu local exc:h8nge service market Cbimges increaso SWBT'. cose
of capit.al. uncertainties associated with the traneitioa. to caapetitioa .u.oat
certainly have led to a higher con of capital for the local exobange Sltgment ot
SWBT's operations. Increasing competition ha. re8ulted in investors requiring
higher retums OIl equity relative t.o trad.itional utility returns. 'l'blcker equity
cushion. are required to maintain bOnd ratings. '!'hese trends likely will
continue in the fueure and exert: upward pressure on the cost of capital for all
LEe services. Thesa Wlcertaint1es are accent.uated by the fact that, while LSP8
have the choice of either bypassing LEes or reselling th.ir services, stat.e and
feder~l regulator. must protect the public policy goal of uni~ersal service
without penalizing incumbents.

CAPITAL STRUCTURE

To be relevant for estimating S'ifBT'1!I cost of capital, the forward-looking
capital structure target (whicb the FCC adopeedl should be the one ~t investors
expect. However, litde weight should be given to current LEe capital structures
because they do not reflect the forward-looking target. expected by inve.tors.
Instead, a LBO'S cur~ent mix Of debt and equity reflect. past decisions, .heu
assets were inv• .lted in regulated activities. This capital stIl1cture bas chul'led
slowly due eo the linger1ng effects of tbose past decisions. Current capital
st1'\1ctures thus are inherently backward-looking. A forward-looking capital
strucl;ure would contain IllUch more equity. Another reason to give little weight
to ~ur:rent telephone holding canpany capital structures is their OD'loi%J9
restructuring to prepare for competition. Finally. reported capital structuxe&
tor SWBT's parent, SBC Communications. Xnc. (SBC), and other tel~hone bolding
companies reflect their Leverage Stock ownership Plan (LEBOl") ~t. A8 the LESOP
repays the debt, SBC's liability is reduced and its equity is restored.

In general. the capital structure of .. ma.jor corporat1oa like SBC can
change only slowly. Large iS8UCI!I of stock are costly to current stockholders.
Adding equiey through retained earnings is constrained by the availability of the
corporation'S net income and the necessity to avoid an erratic dividend policy.
Most debt is.~@s have limitations on prepayment.
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RECroLATORY POLICY AND COST OF CAPITAL

Any updat.ing of SW2!T'8 1995 cost of cilpital estimate invariably would lead
to a protracted regulatory review. Thus, such gpdating is not. a viable option
and the rbk-adjg.ted c:ost Of capital for telecommunications cORlpanie. will
J:'cmaill a. movi.ng target. Indeed: by leaving the 1l.2n rate of retuxu ill place.
the Pee affirmed that a regulatory effo~t to miero-manipula~e the cost of' capital
would not .erve the cona~r.

CoDSUlDer8 in OklahClma are best .erved by the camdssion'. maintaining focus
Oil the la1.'ge issues of regulatory t~a.nsition. sa.eed upon the forward-looking
basis that the PCC adopted for cost stUdy purposes, it i. clear that there ia
increasing J:'isk tacing critical ecrv1c•• _ ~}~ure capital market c0n41tions are
impossible to predict, but it 1. reasonable to expect that the cost of c&pi~al

will DOt fall below the 10.69t return SWBT used ill it. cost studies .

Mr. ~vera's test.1mony in PUD-442 js identical to IUs tut.ux:my in cause NO.
POD 97-213.' .

I~ his rebutted testimony in POD 97-213 and 97-442. Dr. Avera took issue
with the cost: of capital proposal Sluhrnitted by cr. Collins on behalf of Cc»c
Oklahoma Telecom, Inc. Although Dr. collins correctly stated that the cos~ of
capital musc ~ forward looking and must reflect the apecific risk of network
elements, he failed to follow his own cO\lJlsel. HiB analysis used biLckward
looking measures of riSk and capital structure and tailed to couaider the unique
risk associated with leasing long lived network facilities in aD increasingly
competitive environment.

Or. collina completely ignored the forward looking approach in his
presentation. Rathel', he based' hb recoaoendation on a s1mplified versioa. of the
di.counted cash now model that has baen used for decadeS in trad1tioul
ratemaking proceedings. Most significantly. he c.OIIpounded this enol:' by
employing a backward looking capital structure that grosslY underestimates the
proportion ot equity in SWBT's future capital stl\Ucture. A.. result, Dr.
Collins' recommendation 1s not consistent with the rules of thi~ Commission or
with the Telecommunications Act of 1996.

Dr. Collins ~lso misrepresented the baei, for Dr. Avera'S recommendation.
Dr. AVera did DOt conduct a traditional analysis of component costa to arriw at
his recommended 10.69\ C06t of capital. Rather, be adopted SWBT'. ~995 estimate
of weighted average cost ot c.pital, then compared it to the forward-looking C06t

of capital adopted by the FCC to verify that the 1995 estimate is conservative
when applied to a competitive environment.

I)r. Avera discussed the increased risk involved in tbe lea.ing of ONEs and
the effect of that risk on the cost of capital. Capital costa originate in
capital markets and only the perception of investors determines Wbat risks are
relevant. Inve~tors consider a leasing business as more risky. Like computers,
network facilities suffer from imbedded technology. Investor. understand that
the only way to earn a return on - and return of • capital invested in a leased
aS$et is to senerate sufficient revenue over its enti~e life cyele. Investo~s

know that regulatory ageneies change their views, legislative ~odies p~~s new
laws and courts throw out the results of the o~her two. 'that risk. and
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